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From supply to demand-driven opportunities: Unravelling the role of the customer in 
opportunity identification processes 
      
Introduction 
 
Successful identification and exploitation of opportunities has been an area of interest to 
many entrepreneurship researchers. Since Shane and Venkataraman’s seminal work (e.g. 
Shane and Venkataraman, 2000; Shane, 2000), several scholars have theorised on how 
firms identify, nurture and develop opportunities. The majority of this literature has been 
devoted to understanding how entrepreneurs search for new applications of their 
technological base or discover opportunities based on prior knowledge (Zahra, 2008; 
Sarasvathy et al., 2003). In particular, knowledge about potential customer needs and 
problems that may present opportunities is vital (Webb et al., 2010). Whereas the role of 
prior knowledge of customer problems (Shane, 2003; Shepherd and DeTienne, 2005) and 
positioning oneself in a so-called knowledge corridor (Fiet, 1996) has been researched, 
the role of opportunity characteristics and their interaction with customer-related 
mechanisms that facilitate and hinder opportunity identification has received scant 
attention.  
 
In this paper we address the role of key antecedents in the opportunity formation process. 
Research has shown that relationships with key customers can enhance commercialisation 
through establishing legitimacy and support (De Clercq and Rangarajan, 2008), may 
improve a venture’s business concept and products (Bhave, 1994), and may help in 
knowledge acquisition (Yli-Renko et al., 2001). Tight coupling with lead users may be in 
particular beneficial for opportunity identification for entrepreneurs (Connor, 1999; Von 
Hippel, 1986), but tight coupling may also stifle innovation (Yli-Renko et al., 2001; Slater 
and Narver, 1998). Yet, most of these literatures either focus on the exploitation phase or 
on how opportunity processes unfold when entrepreneurs identify opportunities based on 
perceived latent needs, but none has gone in-depth to understand how opportunity 
identification processes are directly shaped by customers actively presenting a potential 
opportunity in the form of a problem that needs solving. We address this gap by 
investigating the key antecedents that shape the opportunity identification/formation 
process. The framework representing the elements is presented on page 8 of this 
manuscript. In the following sections we present the hypotheses and the variables in the 






Legitimacy is defined as “a generalised perception or assumption that the actions of 
an entity are desirable, proper or appropriate within some socially constructed system 
of norms, values, beliefs, and definitions” (Suchman, 1995, p. 574). Firms continually 
nurture and manage their legitimacy as it “helps to ensure the continued inflow of capital, 
labour and customers necessary for viability” (Neu et al. 1998, p. 265). Firms also attempt 
to enhance legitimacy as a useful way to educate stakeholders, to attract positive 
evaluation, or even to manipulate the perceptions towards the organisation (Singh & 
Point, 2009). Singh, Tucker and House (1986) show that firms that gain external 
legitimacy have better survival rates and greater chances of overcoming liabilities of 
newness. Indeed, legitimacy is viewed as a resource of strategic importance critical to the 
establishment of firms and in particular new firms.  
 
When firms embark upon a new undertaking or a new line of activity, particularly in an 
area without precedence, gaining legitimacy becomes a daunting task either on account of 
propriety of the activity or for self validity reasons (Suchman, 1995). In particular, 
Suchman’s description of pragmatic legitimacy1
 
, resonates with the dynamics in the 
mining industry where legitimacy accorded to the opportunity either in the form of active 
support or passive support by the client would depend on two interdependent aspects of 
pragmatism: first, whether the client perceives the supplier as being capable of exploring 
or executing the potential opportunity in line with the prevalent needs and second, 
whether this exchange would potentially result in favourable consequences in line with 
the client’s larger interests. The opportunity could further develop into what Suchman 
terms as ‘influence legitimacy’ which comes into play where the client makes 
adjustments or makes allowances to accommodate the supplier’s requirements into its 
policy making structures or adopts the supplier’s standards of performance as its own. 
Furthermore, dispositional legitimacy (a form of pragmatic legitimacy), could potentially 
impact the legitimacy accorded. As Suchman notes, legitimacy is likely to be accorded to 
those organisations that “have our best interests at heart,” that share our values”, or that 
are “honest,” “trustworthy,” “decent,” and “wise.” (e.g., Russell Minerals). These 
dispositional attributes would extrapolate positive evaluations of the supplier into 
generalised perceptions of the supplier and its ability to explore or execute the 
opportunity.     
Our focus on legitimisation places primary emphasis on external rather than internal 
legitimacy for substantive and theoretical reasons. From a substantive viewpoint, the 
mining industry has evolved into one of largest revenue earners for the Australian 
economy and employs a substantial number of people. This technology-intensive sector 
dominated by a few large players is not conducive to the birth and growth of small firms 
which rely on few opportunities to service the large players. Most of the large mining 
companies have a distributed setup where the mining managers in remote mine sites 
stumble across problems which present potential opportunities. Given the impediments 
                                                          
1 Pragmatic legitimacy refers to the rational view of legitimacy and is based on the principle of exchange of 
benefits (reciprocity and self-interest). Suchman (1995) also identifies two more types of legitimacy: 1) 
moral legitimacy - refers to the evaluative view and is based judgements about whether the activity is the 
right thing to do; and 2) cognitive legitimacy is based upon comprehensibility and taken-for grantedness 
(refers to the sense making, plausibility and scope for resistance). 
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imposed by bureaucratic structures in large organisations and the difficulty of access due 
to spatial separation, it is inconceivable that smaller metropolitan-based firms would get 
access to such opportunity-related knowledge. On account of these peculiarities in the 
industry, efforts by smaller players directed at tapping into opportunities that arise are 
often uncertain and difficult to assess. Often these efforts fall short of expectations of 
large players who evaluate the conformity by perhaps deploying the same yardstick 
across the small and big players with respect to catering to their specific requirements. 
The results of such evaluations (i.e. external legitimacy) are significant particularly for 
smaller firms; the firms that are able to break through and receive favourable evaluations 
initially would not only have better access to resources in turn, but also long term 
legitimacy as a supplier if an opportunity to supply services to a larger well established 
player came to fruition. From a theoretical viewpoint, the opportunity-based literature has 
long debated whether an opportunity is created or discovered with much less attention 
devoted to the antecedents of opportunity formation and in particular the role of 
legitimisation by the client in relation to its fruition.    
 
Our view of opportunity legitimacy primarily concerns external legitimacy of the 
opportunity accorded to the supplier’s initiative at establishing the opportunity. In order to 
validate the potential opportunity and to mitigate its newness, suppliers would need to 
develop strong exchange relationships with key environmental constituents. This 
conception of legitimacy emphasises the consistency of the opportunity with the client’s 
function. External legitimacy is critical if an opportunity is to take roots. The 
opportunities-based literature suggests that the recognition and exploitation of an 
opportunity depends upon its legitimisation. In this regard, Sarason, Dean and Dillard 
(2006) extend the entrepreneurial nexus (c.f. Shane and Venkatraman, 2000) using the 
structuration theory to argue that evaluative criteria associated with legitimation play an 
important part in the discovery and exploitation of opportunities. In identification or 
exploitation of opportunities, when entrepreneurs come across ‘facts’, the evaluative 
criteria form the basis for valuing, assessing and choosing from amongst these 
representations towards establishing legitimacy. As such, evaluative criteria reflect the 
prevalent normative beliefs as well as the individual’s norms and values in the process of 
legitimisation (Sarason, et al., 2006).  
Uncertainty  
 
Uncertainty refers to the situation where potential outcomes and their probability of 
occurrence are not known beforehand (Alvarez & Barney, 2005; Knight, 1921). The lack 
of certainty in enterprise decision making has been linked with the element of risk in the 
entrepreneurship literature (Shane, 2003). Managing and reducing such risks associated 
with uncertainty is inherent to entrepreneurial decision making (Alvarez & Busenitz, 
2001). There are several causes of uncertainty associated with a firm’s business 
environment e.g., changing consumer demands and preferences (Brealey & Myers, 1988); 
unanticipatable events (Schumpeter, 1934), information processing limitations in humans 
(Simon, 1955); technology (Egelhoff, 1991) and entrepreneurial process complexity 
(Mahnke, Venzin & Zahra, 2007). Managers mitigate uncertainty by trying to understand 
cause-and-effect relationships in a firm’s business activities (Lippman & Rumelt, 1982); 
analysing consumer data patterns and the success and failures of other firms (Alvarez & 
Barney, 2005). However, given the amount of variability associate d with uncertainty, 
inasmuch as managers make rational choices, they often rely on heuristics (Sherman & 




Entrepreneurs are often faced with circumstances where they need to take decisions on 
new, untried market opportunities (Shane & Venkataraman, 2000). Such opportunities are 
usually ill-defined and their potential payback periods are unclear (Mahnke, Venzin & 
Zahra, 2007). Decisions with respect to opportunities, aiming to create new value, must 
be taken even before the economic value of the opportunity is known, even 
probabilistically (Alvarez & Barney, 2005). When ignorant and less certain of the 
outcomes entrepreneurs tend to be overconfident about their abilities to predict the 
outcome (Kahneman & Tversky, 1972; Busenitz & Barney, 1997). Mahnke et al (2007) 
propose that entrepreneurs predominantly face three types of uncertainty namely, 
communicative, behavioural and value uncertainty – all of which have a negative impact 
on opportunity formation at different phases in the entrepreneurial process. 
 
The economics literature suggests that uncertainty arises on two fronts when there is an 
economic exchange between business entities (c.f. Alvarez & Barney, 2005). First, when 
an entity makes a specific investment to complete the economic exchange, it faces a threat 
that its investment will not receive appropriate compensation (based on the transactions 
cost theory) (Williamson, 1985). Second, business entities have access to incomplete 
information when the exchange occurs or in particular when it is initially conceived. This 
creates problems in relation to spelling out and enforcing the specific terms of the 
exchange in the form of a contract and thereby gives rise to uncertainty (based on the 
incomplete contracts theory) (Grossman & Hart, 1986). These two uncertainty-related 
aspects are relevant to opportunity formation in our study as the initial identification of an 
opportunity would entail the interaction of the supplier and the client as part of an 
economic exchange and the uncertainties thereof. It is conceivable that the presence of 
either of these aspects in the initial or later stages of opportunity formation will hinder the 
likelihood of the opportunity-related exchange occurring in the first place.  
 
Another uncertainty-related aspect that is relevant to our study in particular is the issues 
pertaining to intellectual property. A supplier might have a feasible idea but not the 
appropriate resources to operationalize its idea and protect the associated intellectual 
property. Presenting this idea to an audience would therefore entail the perceived risk of 
hijacking either by the client with its own R&D or a bigger player endowed with more 
power and better access to resources. This may give rise to communicative uncertainty, 
which refers to the most appropriate audience to consider and evaluate a potential 
opportunity, when and how to approach this audience, and what types of information and 
at what depth should be shared with that audience. Such uncertainty is more pronounced 
when entrepreneurial knowledge is spread across locations and hierarchical levels 
(Mahnke, et al., 2007). 
 
While ‘innovation and entrepreneurship tend to flourish when organisational 
arrangements allow for the “freedom to act” ’ (Prahalad & Doz, 1987, p. 130), such 
arrangements that allow for smooth flow of knowledge might be problematic in the 
mining context. With a spatially distributed setup (hub and spoke) within the client 
organisation, comprising the corporate headquarters (locus of strategy) and the remote 
mining sites (locus of operations), there could be problems for suppliers (in terms of 
opportunity formation) if the two aren’t aligned with each other or are asymmetric in 
terms of flow of opportunity-related knowledge. On one hand, knowledge locally 
developed at the mining sites (the hub of operations) in response to specific problems, 
perhaps useful for incremental innovation could potentially go unnoticed. The hub and 
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spoke organisational structure might also present bottlenecks for opportunities-related 
knowledge to flow from one mining site to another. The discovery of entrepreneurial 
opportunities at the mining sites may depend on linkages formed by individual employees 
with each other. On the other hand, mining sites operating independently with a heavy 
emphasis on operations and the bottom-line might ignore corporate-driven initiatives 
pertaining to new opportunities.  
Characteristics of the opportunity 
Dispersion 
 
Dispersion of knowledge refers to the distribution or scattering of opportunity-related 
knowledge within the firm. Such knowledge ‘cannot possibly be gathered together and 
conveyed to an authority charged with the task of deliberately creating order’ (Hayek, 
1988, p. 77). Its distributed nature is essentially reflected in that it “never exists in 
concentrated or integrated form, but solely as the dispersed bits of incomplete and 
frequently contradictory knowledge which all the separate individuals possess’ (Hayek, 
1945, p. 519).  
 
Dispersion of knowledge assets has been associated in management literature with 
organisational problems of preserving knowledge and competence from loss and spillover 
(Cramton, 2001; Becker, 2001). These problems arise not only because of the 
dispersedness of the knowledge, but also on account of such knowledge being inherently 
indeterminate – firms do not and cannot know what they need to know (Tsoukas, 1996). 
Becker (2001) argues that the drivers behind the problems arising from dispersed 
knowledge are threefold, namely, 1) large numbers – how widespread the knowledge 
fragments are; 2) knowledge asymmetries and 3) structural uncertainty, where a decision 
maker cannot ex ante specify all relevant alternatives or outcomes (Minkler, 1993).  
 
While firms can create appropriate communication structures to facilitate knowledge 
flows and to overcome problems related to dispersed knowledge (Nahapiet and Ghoshal, 
1998; Cohen & Levinthal, 1990), the nurturing and usefulness of such structures can be 
challenging. For example, although firms create ‘communities of practice’ (Wenger, 
2000) to facilitate problem solving through knowledge management, the success of such 
initiatives depends on the willingness, motivation and competencies of individuals that 
use the communication structures. As such, provision of such structures is necessary but 
not sufficient in itself to overcome the problems with dispersed knowledge. Furthermore, 
the danger is that the focus of such efforts will instead turn to know-whom rather than 
know-how or know-what. For instance, consider opportunity-related knowledge flows in 
mining firms which have a hub-and-spoke type organisational structure (discussed 
earlier). For an opportunity to take shape, if the associated knowledge is dispersed 
amongst the managers or technicians at each of the remote mining sites with the 
headquarters trying to act as a knowledge broker, there is bound to be loss of information 
and inefficiencies in the assembly of opportunity-related knowledge. Physical or spatial 
dispersion may present practical problems to learning from experience within the 
organisation (Ingram and Baum, 1997).  
 
Although problems related to dispersedness can be mitigated by the use of strategies that 
enable better capture and use of dispersed knowledge (c.f. Becker, 2001), the greater the 
dispersedness of knowledge, the greater its compartmentalisation and harder it is to be 
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integrated in a holistic form. From an opportunity perspective, given that opportunities 
stem from problem-solving, the degree of dispersedness of opportunity-related knowledge 
has implications for opportunity formation. The entrepreneur’s task of combining 
dispersed knowledge resources to search for solutions that may represent potential 
opportunities becomes more difficult and complex if the knowledge sets are widely 
dispersed and interdependent (Hsieh, Nickerson and Zenger, 2007).  
 
 For an opportunity to be accorded legitimacy by decision makers, it should be seen as 
relevant. When dispersed knowledge sets are combined to form solutions representing 
opportunities, it is likely that opportunities that result from that combination are based on 
new knowledge with which decision makers are less familiar. Conversely, opportunities 
that result from less dispersed knowledge sets are likely to be based on incremental 
knowledge with which decision makers are more familiar. As new knowledge has 
uncertain relevance and incremental knowledge has certain relevance (Schultz, 2001), 
opportunities associated with uncertain relevance are more likely to be challenged for 
legitimacy than opportunities with certain relevance. Based on the foregoing discussion, 
we propose the following: 
 
Proposition 1: The likelihood of opportunity formation may be diminished the greater the 
dispersion of the knowledge relating to the opportunity, because of lower chances of 
legitimisation and higher uncertainties. 
Specificity 
 
Specificity of opportunity refers to the extent to which the opportunity-related knowledge 
is uniquely applicable or customised to client need for which it was created, outside of 
which the knowledge loses its significance or is less effective. For instance, specialised 
routines created by component suppliers in the automobile industry to implement just-in-
time (JIT) deliveries for specific clients need an overhaul if the deliveries need to be made 
to another supplier (Klier, 1993). While a supplier may have a competitive advantage 
(e.g., greater client approval, joint investment of resources from client, greater integration 
with the client) working towards a specific opportunity, there are many challenges that 
may stem from this approach. First, the more specific and local the opportunity, the less 
common ground will be present between the opportunity and needs at other locations or at 
other firms. In other words, specificity creates problems in relation to economies of scale 
in the marketplace. Second, the specificity of the opportunity to the context in which it 
has been created means that there are greater transfer costs associated with moving 
specific knowledge across locations (von Hippel, 1994). Third, opportunity formation is 
contingent upon interplay and exchange of information between the supplier and the 
client, as both parties have pieces of the puzzle. If opportunity-related knowledge is 
‘sticky’ and local, this will impede the exchange.     
 
Mahkne et al (2007) argue that specific knowledge related to opportunities complicates 
communication in the entrepreneurial process as such knowledge may be 1) co-
specialised and socially complex (Barney, 1991; Conner, 1991; Conner and Prahalad, 
1996); and 2) tacit (Polyani, 1958). For opportunity related knowledge to be successfully 
communicated or presented, it should be able to be articulated, codified and shared (c.f. 
Zollo and Winter, 2002). In the absence of these, there arise risks of miscommunication 




Proposition 2: The likelihood of opportunity formation may be enhanced the greater the 




A potential opportunity by its definition exists as a ‘possibility’ of generating novel value. 
In early stages, opportunity-related knowledge may exist in a ‘how to do’ form. Given 
this, every opportunity will have associated latent knowledge to some degree. Such 
knowledge is context specific, dynamic and often resides in cognitive form (e.g., an idea). 
Indeed, realisation of an opportunity encompasses the generation, development and 
implementation of new ideas. As such, knowledge, some of which may be latent 
particularly in the formulation stage, provides the impetus and potential laying the 
foundation for possibilities for future action related to formation of novel opportunities. 
 
Often suppliers, many of which have expertise in domains different than that of the 
clients, come up with solutions to problems by combining disparate fields of knowledge, 
embodying multiple kinds of competencies which clients may not possess. The 
complexity of the proposed solutions may inherently reflect the knowledge asymmetry 
between the supplier and the client (that is, an asymmetry exists such that the supplier has 
more knowledge associated with the opportunity than the client). If such knowledge 
asymmetry exists, the likelihood for a potential opportunity to be latent is higher than 
otherwise. The more latent the potential opportunity, the lesser the chances of it being 
accorded legitimacy by the client and higher the associated impediments in its recognition 
resulting in uncertainty.  
   
Proposition 3: The likelihood of opportunity formation may be diminished the greater the 
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